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How Is It Different? 



Summary 

The Bureau of Labor Statistics (BLS) of the Department of Labor publishes two 
important measures of inflation: the consumer price index for all urban consumers 
(CPI-U), and the consumer price index for urban wage earners and clerical workers 
(CPI-W). The CPI-W is used to adjust Social Security benefit payments, and the 
CPI-U is used to adjust the personal income tax brackets to keep up with inflation. 
As is the case with most economic indicators, the two CPIs are not without their 
flaws. 

One of the difficulties in estimating changes in the cost of living is that 
consumer spending patterns change continuously. Spending patterns change because 
of changing tastes and also because of changes in relative prices. Over time, as 
prices change, consumers will tend to buy more of those goods and services whose 
prices are rising slower than average and fewer of those goods and services whose 
prices are rising faster than average. This substitution is believed to result in a CPI 
that overstates the effect of inflation on consumer well-being. 

As part of the continuing effort to improve measures of change in the cost of 
living, BLS introduced a supplemental measure known as the chained consumer 
price index for all urban consumers (C-CPI-U). The C-CPI-U does not replace either 
of the current CPIs, and has not affected any current indexing provisions of federal 
government programs. The aim of the C-CPI-U is to produce a measure of change 
in consumer prices that is free of substitution bias. 

Actual data for the C-CPI-U are now available beginning with December 1999. 
With the exception of the year 2000, the difference between the “final” C-CPI-U and 
the CPI seems to range from 0. 1 to 0.5 percentage point. In 2000, the increase in the 
C-CPI-U was 0.8 percentage point less than the CPI-U. 

That the CPIs are not revised makes them attractive for use in making automatic 
cost-of-living adjustments. The C-CPI-U is subject to two revisions after its initial 
release. If the C-CPI-U were to be used instead, either the adjustment would have 
to wait until the final number was available, or the adjustment would have to rely on 
a number that could change after the fact. Depending on the month, the final C-CPI- 
U will not be available for as long as two years after the reference date. 

This report will be updated as economic events warrant. 
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Introduction 

The consumer price index (CPI) is probably the most important measure of 
inflation published by the federal government. Published by the Bureau of Labor 
Statistics (BLS) of the Department of Labor, it is used to adjust Social Security 
benefit payments as well as personal income tax brackets to keep up with inflation. 1 
Nonetheless, it has been subject to criticism. For example, in 1996, a group 
commissioned by the Senate Finance Committee issued a report that examined the 
CPI and identified a number of weaknesses and made specific recommendations. 2 

As part of its continuing efforts to construct a better measure of changes in the 
cost of living, BLS introduced the chained consumer price index for all urban 
consumers (C-CPI-U). In testimony before the House Budget Committee in 2004, 
then Federal Reserve Board chairman Alan Greenspan suggested that Congress might 
consider replacing the CPI with the C-CPI-U to make automatic cost-of-living 
adjustments to federal programs. 3 He pointed out that, at that time, if the C-CPI-U 
had been used instead of the CPI over the previous 10 years that the federal debt 
would have been about $200 billion less. This report explains how the C-CPI-U is 
calculated, and discusses how it differs from the existing CPI. 

Ideally, a price index would measure changes in the cost of living. A true cost- 
of-living index would measure the change in income that would be required for 
consumers to maintain a constant level of satisfaction, or “utility.” But there are a 
number of practical complications that make constructing such an index difficult. 

The concept of utility is pervasive in economic theory. With a given level of 
income, which constrains their choices, consumers decide how to spend their money 
based on the utility, or satisfaction, yielded by the various available goods and 



1 Actually, there are two CPIs. The consumer price index for all urban consumers (CPI-U) 
and the consumer price index for urban wage earners and clerical workers (CPI-W). Social 
Security benefits are indexed to the CPI-W, and income tax brackets are indexed to the CPI- 
U. See CRS Report RL34 1 68, Automatic Cost-of-Living Adjustments: Some Economic and 
Practical Considerations, by Brian W. Cashell. 

2 See Toward a More Accurate Measure of the Cost of Living, Final Report to the Senate 
Finance Committee from the Advisory Commission to Study the Consumer Price Index, 
Michael Boskin, Chairman, December 4, 1996. 

3 Testimony of Alan Greenspan before the Committee on the Budget, U.S. House of 
Representatives, February 25, 2004. Available on the Federal Reserve Board website at 
[http://www.federalreserve.gov/boarddocs/testimony/2004/20040225/default.htm]. 




